ATTACHMENT F:
May 17, 2018 staff report regarding 101 Ash Street Building Lease and Proposed Tenant Improvements

The City of San Diego

Staff Report
DATE ISSUED: 05/17/2018
TO: City Council
FROM: Assistant Chief Operating Officer
SUBJECT: 101 Ash Street Building Lease and Proposed Tenant Improvements
Primary Stacey LoMedico Phone: (619) 533-4548
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Council District(s): 3

OVERVIEW:

This item provides a comprehensive overview of the 101 Ash Street project from the City Council's
approval of the lease-to-own agreement in October 2016 to the status of the building today, which is
projected to be a taxpayer-owned asset worth $112 million" at the end of the lease term. It also
presents options for operationalizing the building for the next 20 years and beyond for up to an
estimated $40.4 million? in long-term savings; an independent review that validates key assumptions
and rates the scenarios for moving forward based on cost-effectiveness; and details on financing
plans and next steps.

PROPOSED ACTIONS:
THIS IS AN INFORMATION ITEM.

DISCUSSION OF ITEM:

In late 2014, during a review of office space leases occupied by City staff in the downtown area, Real
Estate Assets Department (READ) staff identified that 49 percent of the City's current leases would
expire within the next five years.3 READ staff identified lease rates were increasing downtown due to
two primary factors, 1) Increased demand of office space as more companies located operations in
downtown, 2) No known development of new large office towers to accommodate the growth over
the next five years. In 2015, news reports indicated that downtown rents would soon reach $4 per
square foot for Class A space and $3.00 per square foot for Class B space. This information was

1 Estimate prepared by READ, assuming an annual appreciation rate of 2.30% over the purchase price of the building,

2 The savings was calculated in the same format as the original assumptions in the staff report from 2016, shown in this
report as Exhibit A. The same analysis has been used for each of the scenarios presented in this report and is outlined in
Exhibit H.

3 141,888 sq. ft. at Exec Complex - lease expiring 6/30/2019; 90,778 sq. ft. 525 B Street - lease expiring 6/30/2019;
22,216 sq. ft. at FJC Smart Corner expiring 9/30/2020.
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disconcerting as the City worked to plan for future operating costs. Subsequently, a determination
was made to focus on securing long term solutions to control the City's office space expenses. City
staff began to discuss options for office ownership to minimize the negative effects of being subject
to real estate conditions outside the City’s control, with the uitimate goal of saving taxpayer's money
that could be reinvested toward higher priority uses such as neighborhood services.

This area was the focus for acquiring property due to the efficiencies that come from a centralized
workforce. At the time, there were no office buildings within the vicinity of the City Hall campus that
were being marketed for sale. However, over the next 18 months the landscape began to change
and the potential to secure long-term financial security started to develop.

In 2016, READ staff began to negotiate a lease at 110 Plaza to address current and long-term
workspace needs of City employees. During this time staff became aware of the opportunity to
purchase the 314,545-sq. ft. commercial building located at 101 Ash Street. Additionally, as
negotiations continued, the proposed lease rates at 110 Plaza were increasing, meaning the City
would not be able to control long-term expenses.

As is outlined in both the attached (Exhibit A) Report to Council, No.16-070-Revised and in the
attached (Exhibit B) IBA Report No. 16-34, the negotiations for 101 Ash Street building focused on a
lease-to-own agreement. As the staff report stated, “based upon the original purchase and sale
agreement signed between Cisterra, LLC and the current owners it was determined that the
feasibility of an assignment for the purchase was unavailable, and as a result the City is now able to
lease-to-own the building...” As a result, staff presented a lease-to-own agreement for City Council's
approval.

The lease-to-own agreement provided the City a long-term solution for staff currently in leased
space that would control future office space occupancy expenses. As a result, pursuing eventual
ownership of the building was deemed to be the best fiscally prudent option for the City. The
approach of purchasing 101 Ash Street would fully amortize the costs over 20 years, with no balloon
payment at the end of the term, and the City would fully own the building in the end, which, as of
today, has an anticipated residual value of $112 million by the end of the lease term.

On October 17, 201 6 the City Council heard the item and authorized the Mayor to execute a 20-year
lease-to-own agreement for 101 Ash Street (0-20745). The following are the benefits of the lease-to-
own option of 101 Ash Street that were included in the report and presentation:

1. Providing an estimated savings in occupancy expenses of over $44.4 million in a 20-year
period and allowing the City to control its expenses at a time of record-breaking rent
increases for the downtown market, as comparable Class A office space citywide.

2. Allowing critical City operations to be centralized in one building as opposed to being spread
across several buildings; thus, providing for less wasted travel time between buildings for
employees, as well as improved service to the public.

3. Substantially improving working conditions for all affected City employees.

4. Increasing accessibility and ease of flow for the public.

The overall analysis provided within the above-referenced report includes the relocation of the 459
employees working at the time in leased office space at the Executive Complex, located at 1010
Second Avenue. This move would reduce the ongoing rent expenses. At the time of the report, there
had been no detailed space planning for each floor of 101 Ash Street, other than to ensure that
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Development Services Department (DSD) staff could be accommodated in the building and the first
floor contained enough square footage to serve as the one-stop customer service permitting center.

As part of the terms presented to Council, the City secured a $5 million tenant allowance which was
included in the agreement. It was anticipated the funding would be used to reconfigure the
following five floors: 1, 2, 17,18, and 19, which represented the floors needing the most extensive
‘tenant improvements for the City's planned uses. This also assumed that the remaining floors
would not require extensive space planning and reconfigurations for employees to occupy all 19
floors. As the report states, approximately 1,100 employees could be in the building based upon
estimated prior to full space planning. The presentation to the City Council also reflected an
estimated move-in date of July 2017.

The following sections outline what has transpired since the approval of the lease-to-own
agreement for 101 Ash Street by the City Council.

December 2016 to July 2017

In December 2016, READ engaged Gensler, an architectural firm with which the City had a contract,
to commence programming for each department to be relocated to 101 Ash Street. This detailed
space planning, by floor, specifically outlines where each department would be placed in the
building, where each of their employees would be located (along with storage), and common areas
such as conference rooms. Gensler's instructions were to maximize the efficiency of the building to
fit as many employees as possible (consistent with the standards set by the City's Administrative
Regulation 56.00, Work Space Requests, Exhibit C) and to maximize the re-use of existing furniture,
walls, and other existing layout elements of the building. As was stated in the staff report, the
building would accommodate approximately 1,100 which was explained at the hearing to include
DSD employees located in the City Operations Building, and all City employees currently located in
the Executive Complex.

The City's goal of maximizing the use of the building to reduce reliance on third party lease space
was supported by the rapid change in the office rental market. The City's leased occupancy at 525 B
Street is an example of how downtown office rental rates were increasing at the time. In 2016, the
City's lease for space at 525 B Street was for $1.70 per square. The new rates quoted by the landlord
were approximately 40 percent higher than the $1.70 rate, and would increase another 20 percent
during the lease extension. The City ultimately signed a third amendment with 525 B Street on
October 11, 2016, which provided for a phased-in rent increase which jumps to $2.61 per square
foot on July 1, 2020, for a total of 128,201 square feet of leased space in that facility. it is important
to note that there were no other space options available downtown to accommodate the entire
PWD in 2016 or now.

In January 2017, the City took possession of 101 Ash Street. Shortly thereafter, READ and PWD began
to develop the project scope of the tenant improvements based on Gensler’s space planning. This
included meeting with all impacted departments to identify space needs; mechanical, electrical,
plumbing inspections and assessments; completing Americans with Disabilities Act (ADA) and Title
24 assessments; IT requirements; and maximizing use of space on all 19 floors.

Following approval by the City Council, the development of the project scope was also impacted as
the City sought authorization to relocate the Emergency Operations Center (EOC), currently in the
City Operations Building, to 101 Ash Street. The City had to conduct an extensive investigation to
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determine if the building's structural and seismic integrity met current building code requirements
to designate a portion of 101 Ash Street to serve as an EOC. The investigation and determination
took time, delaying final space planning. The request to the City’s Building Official was eventually
denied due to the existing current structural and seismic conditions not conforming with the current
building code for designated EOCs. Existing EOCs are grandfathered but, as a new EOC, this would
have stricter requirements.

In April 2017, during development of the Proposed FY18 budget, staff began to analyze the costs of
the final space planning and the time associated with construction prior to move-in. Knowing that
the improvements would not be completed by the initial goal of July 2017, staff updated the timeline
for completion of the 101 Ash Street Improvements capital improvement project to FY19, which was
adopted by City Council in the FY18 adopted budget (Exhibit D). Staff did not provide a separate
update on the project at the time.

In addition to the revisions to the CIP in the adopted FY18 budget, staff included the FY18 lease
payments and operating expenses associated with the building. The City budgets the lease payment
and operating expenses in the Citywide operating budget for the entire building. Non-General Fund
Departments, including DSD, reimburse the General Fund for their portion of the lease payment and
operating expenses. During FY18, the annual lease payment of $6.4 million and operating expenses
of $3.1 million were allocated to the departments. In FY18, the DSD Enterprise Fund was also
budgeted to reimburse the General Fund a total of $660,000 to rent the City Operations Building for
the same timeframe.

Meanwhile in the summer of 2017, renovations and demolition work began in the Executive
Complex, a privately-owned building, while it was being leased and occupied primarily by the City. At
the time, approximately 466 City employees worked in the building, including the customer-facing
City Treasurer Collections Division. '

August 2017 - March 2018

In August 2017, the 101 Ash Street Tenant Improvements construction documents were submitted
to DSD for review, The submittal of nearly 1,000 pages were far more specific than space planning
designs and included modifications to plumbing, electrical and HVAC, among other changes. DSD
reviewed the submittal and approved the plans for permitting in October 2017, at which point, PWD
began working with the architect and their subconsultants to complete construction bidding
documents.

Exact costs of the proposed improvements were still not known; however, based upon the
architectural plans, it became clear the estimate for fully operationalizing all 19 floors of the
building, including modular furniture, IT, and move-in expenses would be more than the $5 million
tenant allowance discussed at the City Council hearing. This update was not provided to the City
Council, although staff did report in the Capital Improvement Program’s Mid-Year Monitoring
Report, released in November of 2017, “The $5.1 million in uncommitted Capital Outlay Fund balance
has been identified and preliminarily set aside to pay for general fund capital improvement tenant
improvement for the 101 Ash Street Building. The specific request to appropriate funding for this project
will occur when the funds are needed, closer to the expected award date for the construction contract.”

Understanding that more than 1,100 City employees needed work space and as the office rents
continued to climb, it made long-term financial and operational sense for the City to reduce its




ATTACHMENT F:
May 17, 2018 staff report regarding 101 Ash Street Building Lease and Proposed Tenant Improvements

5

dependency on variable rents and incur higher one-time costs to invest in building that it would
eventually own and capitalize. The City continued moving forward with the capital improvement
project at 101 Ash Street.

In December 2017, due to the deteriorating conditions during the ongoing renovations at the
privately-owned Executive Complex, the decision was made to expedite the move of employees to
101 Ash Street by including a 24/7 work schedule in the 101 Ash Street Improvements project bid. It
was estimated that while the construction costs could be increased by about 10 percent, the
construction timeline could be reduced by upwards of four months, allowing move-in to commence
in October 2018 and be completed by the end of the calendar year, thus saving rent and operating
expenses (approximately $200,000 per month) at the Executive Complex and sparing employees
and the visiting public the continued inefficiencies associated with working in a building undergoing
major construction. '

On January 4, 2018, the 101 Ash Street Tenant Improvements project was posted for bid. The scope
included the total tenant improvements, upgrades to comply with the ADA upgrades, asbestos
removal, furniture, IT infrastructure, permit/plan check/environmental monitoring counters, and
exceeded the original tenant improvement allowance of $5 million. A significant portion of the
tenant improvements were related to upgrading and integration of the mechanical system, which
would support the additional employee workstations identified during space planning.

On January 29, 2018, the FY18 Mid-Year Budget Monitoring Report was issued and included an
overview of the 101 Ash Street Tenant Improvement project and referenced specific expenditures
related to the rent paid by READ and DSD (page 37). While the report detailed the status of the
building, it did not specifically reference the increased scope or the anticipated additional costs,

During the first quarter of Fiscal Year 2018, mechanical, electrical, plumbing and Americans with
Disability Act (ADA) consultants have completed inspections of the 101 Ash building and submitted
the findings. Based on these findings, the architectural consultant finalized the space plans and
construction drawings. The construction drawings were submitted to the Development Services
Department in September 2017. The plans have been approved and permits will be issued to the
contractor ultimately chosen by the City. It is anticipated that contract for construction will be
awarded in March or April 2018 with tenant improvements commencing in April 2018. The first
phase of tenant improvements will begin on the floors that will be occupied by departments
relocating from the Executive Complex Building (1010 2nd Ave). The second phase will consist of
the floors that will be occupied by the Development Services Department staff relocating from the
City Operations Building (1222 First Ave.). Departments relocating from the Executive Complex are
expected to move into 101 Ash during the first half of in Fiscal Year 2019.

While staff discussed having an 24/7 work schedule could reduce the number of bidders, other
factors could also have contributed to the reduced competition that was seen following the close of
the bidding process. On February 20, 2018, the bids were opened and West Coast General
Corporation was the lowest responsive bidder with a bid price of $21,679,484. The combination of a
mandatory bid conference and a saturated construction market are likely to have contributed to the
low number of bidders and possibly resulted in higher costs. - '

On March 26, 2018 staff cancelled the bids.
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NEXT STEPS AND RECOMMENDATIONS

Since the cancellation of the bids, staff have been briefing City Council members, as well as
developing options for 101 Ash Street including different scenarios with comparative estimates for
the City Council’s review.

In consideration of the following scenarios, investments toward the long-term value of the asset,
nature of this lease-to-own agreement, and use of leased office space for employees should be
considered.

The lease-to-own agreement for 101 Ash Street fully amortizes the costs over 20 years with no
balloon payment at the end of the term, at which point the City will own the building, which as of
today has a projected residual value of $112 million at the end of the lease term. The City must
weigh how upfront capital improvements to add space usable for locating more employees will
increase the value of the building in the long-run.

Additionally, because of the unique nature of the lease-to-own arrangement, all payments made so
far on 101 Ash Street should be viewed not as rent but as a mortgage payment, since this is an asset
that the City will eventually own. And while staff is committed to moving employees into 101 Ash
Street and avoiding unnecessary costs, it should also be noted that the City decided to locate most
of the employees displaced from the Executive Complex (as discussed above) in existing leased
space or City-owned property, in some cases working two to a cubicle, before they relocate to 101
Ash Street. This has minimized additional costs incurred while staff moves forward with preparing
101 Ash Street for City employees.

Moving forward the need for additional leased space could increase depending on which of the
following scenarios, is selected.

There are four options that include improvements to the building ranging from moving in a
minimum number of employees into the building, shown as “As Is”, to maximizing the number of
employees to full occupation and tenant improvements on all 19 floors. The four scenarios are
presented in Exhibit E and H. Exhibit E provides a cost comparison of scenarios and further details
capital costs. Exhibit H is presented in the same format staff presented to Council, as shown in the
staff report (Exhibit A).

Items that are costed out and included for each scenario include:
* Security and access control measures
¢ Compliance with Federal accessibility laws
e [T-related services
e Fiber optics to the building
e Modular and other standalone furniture
» Finance cost assumptions, as necessary
e Outside |ease costs, as necessary

Scenario 1: Occupy the Building “As Is”
No tenant improvements would be completed, meaning there would not be a public serving one-
stop facility for DSD.
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Estimated total Scenario cost over the next ten years of $56.2 million ($3.1 million in capital
costs and $53.1 million in operations costs), per Exhibit E, and excludes any tenant
improvements that will likely be required by DSD in their outside lease space.

With an estimated building occupancy of 801, this would require the City to find and lease
additional space for the 493 employees DSD will have in the next several years (included as
part of cost).

With DSD not occupying the building, the City's General Fund will need to reimburse the DSD
Enterprise Fund for costs incurred to date and identify other funding for future lease
payments. '

Does not adequately address needed optimization of the building.

Total (cost) or savings: ($50.3 million), per Exhibit H

Any additional reconfigurations that might occur in the future will be completed with employees
occupying the building and will require alternative employee accommodations and/or relocation if
such improvements impact the encapsulated asbestos located throughout the building

Scenario 2: Development Services Department Improvements Limited to One Floor For “One-
Stop” Permitting Facility

Tenant improvements would occur on only the first floor for the public serving one-stop facility for
DSD. This would accommodate 87 employees, with the balance of the existing DSD employees
located throughout 101 Ash Street building.

» Estimated total Scenario cost over the next ten years of $45.3 million ($7.3 million in
capital costs and $38 million in operations costs), per Exhibit E.

» With an estimated employee occupancy of 821, outside space will need to be identified
for an estimated 336 displaced employees who cannot be accommodated in the lower
occupancy limit for the building.

= The City will be responsible for ADA improvements to the sidewalks around 101 Ash
Street, as a condition of the building permits.

* Scenario assumes the General Fund issues $2 million in commercial paper on behalf of
DSD to pay for improvements and that these funds are repaid within two years by the
DSD Enterprise Fund.

= Total (Cost) or Savings: {($21.1 million), per Exhibit H

Scenario 3: Improvements Limited to Five Floors (1 (one-stop shop), 2, and top 3 floors
Tenant improvements on floors 1, 2, 17, 18 and 19 including the public serving one-stop DSD facility.

Estimated total Scenario cost over the next ten years of $40.4 million ($15.5 million in capital
costs and $24.9 million in operations costs), per Exhibit E.

With an estimated employee occupancy of 955, additional space will need to be located for
an estimated 202 displaced employees who cannot be accommodated in the lower
occupancy limit for the building.

The City will be responsible for ADA improvements to the sidewalks around 101 Ash Street,
as a condition of the building permits.

Total (Cost) or Savings: $6.1 million, per Exhibit H

This scenario assumes the General Fund issues $5 million in commercial paper on behalf of DSD to
pay for improvements and that the commercial paper is converted into a 15-year bond and is repaid
by the DSD Enterprise Fund.
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Scenario 4: Maximize Employee Centralization with Improvements to All Floors
Tenant improvements for all 19 floors to accommodate approximately 1,157 employees.

= Estimated total Scenario cost over the next ten years of $32.7 million ($27.6 million in capital
costs and $5.1 million in operations costs), per Exhibit E.

* No additional space will need to be identified or leased based on current operational
projections.

= The City will be responsible for ADA improvements to the sidewalks around 101 Ash Street,
as a condition of the building permits.

* Scenario assumes the General Fund issues up to $12 million in commercial paper on behalf
of DSD to pay for improvements, that the commercial paper is converted into a 15-year
bond and is repaid by DSD.

* Total (Cost) or Savings: $40.4 million, per Exhibit H

Independent Reviews

To ensure validity of the assumptions, the Mayor directed that each scenario be reviewed by an
independent entity. In addition, he directed that the construction documents and bid specifications
be reviewed for reliability.

The scenarios outlined in Exhibit E, were developed and analyzed by City staff based on specific
leasing assumptions and identified market trends. After developing these scenarios, City staff
requested a review of the basic leasing assumptions and identified market trends from team led by
Matthew Carlson, Senior Vice President of CBRE, Inc. This was a pro-bono analysis and provided in
Exhibit F. In summary, the review is consistent with City's staff's previous determinations as follows:
= The leasing assumptions made by City staff of office space for any displaced employees who
must then have space leased for them are reasonable given current conditions in the
market. These include start rent of $3 per sq. ft. per month with 3 percent annual increases
and an assumption of 250 sf. ft. of space per employee. This rent assumption is conservative
given the fact that it does not include operating expenses or potential tenant improvement
overages.
* The trend in the market for larger user groups, including private sector businesses is to
maximize the efficiency of office space prior to occupancy.
= Itis much more cost effective for large user groups to invest tenant improvements into a
property they own, rather than a property they are leasing.

If Scenario 2, 3 or 4 is chosen, the City will issue another bid. In advanced of an issuance, the City
hired Roesling Nakamura Terada Architects (RNT) to review the construction drawings and
specifications, nearly 1,000 pages. While they have not completed their review, they have provided
initial observations that will prove helpful in securing the best bids for the City. Staff is taking the
information provided and working with Gensler to make the corresponding changes which will
provide for a tighter bid specification. Because the mechanical components of the building are a
significant portion of the overall tenant improvements, they are also performing an in-depth review
of the mechanical drawings and specifications.

Based upon the long-term cost savings over a 10 and 20-year period, overall efficiencies associated
with co-locating certain departments in one building such as the Planning and Development Services
departments, and the proximity to other City facilities, staff recommends Scenarios 3 and 4 for the
construction bidding process moving forward. As was the case in 2016, cost for rented space
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anywhere in San Diego will continue to increase over time. The most long-term prudent strategy is
to house City employees in City-owned buildings.

Financing Plan

Financial Management Department has identified approximately $18 million in available funding
sources for 101 Ash Street tenant improvements, $5 million of which has‘already been appropriated
from the building tenant allowance. Total costs will depend on final determination of the scope of
tenant improvements based on the scenarios described above, but estimated to be up to $28
million. Based on current cost estimates, identified available cash represents only partial funding of
Scenario 4.

Depending on the scenario chosen, the Debt Management Department would request authorization
to expand the General Fund commercial paper program to close any funding gap after the
construction bids are received. For Scenarios 2, 3 and 4, DSD would be responsible for debt service
payments on commercial paper proceeds up to $12 million used for the Department's allocation of
tenant improvement costs.

As is outlined in the FY18 Year-End CIP Budget Monitoring Report, released on May 17, 2018, $13.2
million in appropriations adjustments were requested for 101 Ash Street and are broken down by

funding source below:

a. $2,100,000 from transfer for READ’s General Fund budget for costs originally
budgeted for the move into the 101 Ash Street building;

b. $9,517,649 from the Capital Outlay Fund, 400002 to support both General Fund

department and Non-General Fund Departments with insufficient fund balance;

$754,198 from Department of Information Technology Fund, 200308;

$490,725 from Engineering and Capital Project Fund, Fund 720057;

$71,975 from Facilities Financing Fund, 200001; and

$251,618 from Transient Occupancy Tax Fund, 200205 to support the Commission of

Arts and Culture’s portion of the improvements.

S0 an

Of the planned improvements of the 19 floors, DSD staff would occupy approximately 40.9 percent
of the building with the 5164 of the 1,157 planned work spaces. The cost of those improvements,
which would be paid by the enterprise fund, is close to 42.3 percent of the total tenant improvement
costs, primarily due to the one-stop customer service facility planned for the first floor. The
calculation methodology is shown in the table below:

i Citywide H ' H ) ! ‘ " public ' Artsand ;
i {General Dept IT = ESD Facil. Finance | LEA Works DSD Culture |

Fund) ¢ (200308) (200224) (200001) | (200226) | (720057) @  (700036) (200205)
SQFT Allocation (Total) 45.61% 5.60% 2.23% 2.23%) 0.50%; 2.28%  4011% 1.49%
Floors 1 Expense Allocation 198%  000%  000% 0.00%; 0.00%; 0,00%: 9802%  000%
Floors 2-19 Expense Allocation 2 51.81% 6.40% 2.55% 2.55%: 0.57%: 2.55%: 31.88% 1,70%
Total Cost Allocations 44,58% 5.47% 2.18% 2.18%; 0.48%: 2.18% 41.47% 3.63%:

These funding sources will éuppbrt the following Departments who arvevexpected to occupy 101 Ash
Street. General Fund Departments are shown as green and Non-General Fund shown in blue:

4 This is the planned build out. Current DSD staff is 448.
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101 Ash Square Footage by Department and Fund

DS R R 1,207
Fire NN 33,710
Planning I 20,226
Trans. & Storm Water [ 20,226
poiT N 16,934
City Treasurer [N 14,227
DSD - Code Enforcement [ 13,484
Public Works Contract [l
PeA [
City Auditor [l
Homeland Security Bl 6,742
ESD (Energy Conservation) [l
Commission Directors [
Facilities Finance [l
Arts and Culture [l 4
Ethics Commission [ 2,996
Corp Sponsorship B 2,996
ADA B 2,99
Local Enforcement Agency [ 1,500

- 40,000 80,000 120,000

Based on the square footage, costs should be allocated as follows:

Citywide Public Artsand
(General Dept IT ESD Facil. Finance LEA Works DsD Culture
Fund) (200308) (200224) (200001) (200226) (720057) (700036) (200205)
Tenant Allocation (Distributed by Square Feet) 2,280,509 280,186 111,552 111,552 24,819 111,552 2,005,463 74,367
Transfer of FY 2018 Operating Budget 2,100,000 180,781 - 71,975 - - - 47,987
Fund Balance 1,051,785 490,725 418,750 109,180 490,725 - 279,164
FY 2019 Commercial Paper 9,461,096
FY 2018 Capital Outlay Fund 7,945,092
Total Tenant improvements 12,325,601 1,512,752 602,277 602,277 133,999 602,277 11,466,559 401,518

These allocations were adjusted based on available fund balance:

Citywide Public Artsand
(General Dept IT ESD Facil. Finance LEA Works DSD Culture
Fund) (200308) (200224) (200001) (200226) (720057) (700036) (200205)
Tenant Allocation (Distributed by Square Feet) 2,280,509 280,186 111,552 111,552 24,819 111,552 2,005,463 74,367
Transfer of FY 2018 Operating Budget 2,100,000 180,781 - 71,975 - = = 47,987
Fund Balance 573,417 - - - 490,725 - 203,631
FY 2019 Commercial Paper 9,461,096
FY18 Capital Outlay Fund 9,517,649
Total Tenant Improvements 13,898,158 1,034,384 111,552 183,527 24,819 602,277 11,466,559 325,985

The figure below shows the allocation of expected cost by funding source. The commercial paper
allocation for DSD's portion of the improvements is the only appropriation not included in the Year-
End Action and is expected to be requested once bids are opened for the construction contract. The
figure below shows the breakout of funding by source.
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Funding Sources

28,000,000
4.6%, 1,267,773
® DOIT, Public Works ECP and Arts
24.000.000 8.7%. 2,400,743 and Culture Fund Balance
’ L3
20,000,000 - ® Transfer of Unused Moving
Budget from FY 2018 Operating
Budgetto CIP
16,000,000
Tenant Improvements
12,000,000 Allowance
8,000,000 B Future General Fund
Commerical Paper Financing
34.4%, 9,517,649
4,000,000

| Capital Outlay Funding

Project Funding Sources

This financing and scope of work is reflected in Exhibit G, a revised Proposed FY19 CIP S17009 - 101
Ash Street Improvements. If the Committee approves the financing in the year-end CIP action staff
would go to bid by June 4.

Staff would bring the construction bid results back to Council Committee or full Council for their
concurrence of the appropriate scenario to execute. Due to timing of the bid opening in mid/late
July, and the desire to initiate construction in September/October, a public hearing will need to be
held in late July/early August.

It should be noted that the City Council will consider approval of DSD fee adjustments in June 2018,
as were presented to Budget and Government Efficiency Committee on April 18, 2018. Proposed
action is a recommendation to approve a fee not to exceed amount over three years, part of which
will be to cover the DSD’s share of the lease space. Rate increases for DSD will be adjusted based on
final cost estimates after construction contract is awarded, but will not exceed the requested
authority.

CONCLUSION

While the timeline and budget to operationalize 101 Ash Street building has been modified
significantly since the City Council’s approval of the lease-to-own agreement in October 2016, a
recent independent review has concluded the leasing assumptions made by City staff were
reasonable, the City's intention to maximize the efficiency of 101 Ash Street's office space prior to
occupancy is consistent with market trends, and that Scenario 3 or 4 would be the most cost-
effective long-term investment, with Scenario 4 (full building occupancy with improvements to all 19
floors) being substantially more financially viable for the City in the long term.

Key benefits from the lease-to-own agreement for the building located at 101 Ash Street include:
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* Securing for the City and its taxpayers an asset projected to be worth approximately $112
million at the end of the lease term;

e Anet cost savings of approximately $40.4 million over 20 years based on Scenario 4, which
generates the most long-term savings;

e Providing increased budget certainty - and avoiding additional costs due to rental market
unpredictability - by locking in low lease rates for the next 20 years, which will conclude with
the City obtaining full ownership of a 314,545-sq. ft. Class A building;

» Offering the public, 8 much-needed and frequently-requested one-stop Development
Services customer service center;

» Allowing the City to consolidate a large segment of its employees into one building,
contributing to more efficient operations and more effective use of a City asset to
accommodate a growing workforce.

Key takeaways from the 101 Ash Street lease and tenant improvement include:

= When a proposed property agreement is time-sensitive, as was the case with 101 Ash Street,
City staff must be clearer about the calculated risks, strategic benefits and any limits to
knowledge of the property prior to consideration by the City Council.

= Though this project is projected to generate significant long-term savings for the City, in
future cases where the City intends to purchase commercial real estate, an external third-
party expert review of tenant improvements for the entire building should be completed and
documented as part of the approval process. The City's experience designing and
constructing major public works projects is not sufficient for space planning of building
renovations or other specific property uses. Time for appropriate due diligence must be
accounted for when developing proposals for potential property acquisition and long-term
leases.

» The City Council should be provided more regular updates on major capital improvement
projects after they are approved, like what we do for the Pure Water project, in which
quarterly reports are heard at a City Council Committee. In the case of 101 Ash Street, the
updates City staff provided via regularly scheduled Capital Improvement Program updates
were not sufficient to properly inform the Council.

If the Committee provides direction to include the appropriation of funding for the 101 Ash Street
Improvements, as reflected in Exhibit G, staff will move forward with the bidding of the project
which will provide options for the final tenant improvements of a minimum of five floors, as outlined
in Scenario 3 to a maximum of 19 floors, as outlined in Scenario 4. Staff will return to Committee
and/or City Council in the July or August 2018.

The lease-to-own agreement for the building located at 101 Ash Street provides the City a much-
needed customer-focused one-stop Development Services center and space for a growing
workforce at predictable low lease rates for the next 20 years, which will conclude with the City’s
ownership of the 314,545-sq. ft. commercial building near our other Class A commercial real estate
downtown.
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City Strategic Plan Goal(s)/Objective(s):
Goal #1 Provide high quality public service

Objective #1  Promote a customer-focused culture that prizes accessible, consistent, and
predictable delivery of services

Objective #2 Improve external and internal coordination and communication

Objective #3: Ensure equipment and technology are in place so that employees can achieve high
quality public service.

Goal #2 Work in partnership with all our communities to achieve safe and livable
neighborhoods

Objective #3  Invest in infrastructure

Fiscal Considerations:
The fiscal consideration ranges depending upon the scenario that is finally adopted for the
building, which are outlined in the report and detailed in Exhibit G.

Environmental Impact;
This activity is categorically exempt from CEQA pursuant to CEQA State Guidelines, Section

15301 (Existing Facilities).

Equal Opportunity Contracting Information (if applicable):

The construction contract is subject to the City's Equal Employment Opportunity Outreach
Program (San Diego Ordinance No. 18173, Section 22.2701 through 22.2708) and Non-
Discrimination in Contracting Ordinance (San Diego Municipal Code Sections 22.3501 through
22.3517)

Other actions are not subject to the City's Equal Opportunity Contracting (San Diego Ordinance
No. 18173, Section 22.2701 through 22.2708) and Non-Discrimination Contracting Ordinance (San
Diego Municipal Code Sections 22.3501 through 22.3517).

Previous Council and/or Committee Actions:
e Ordinance Number: 0-2017-54

Key Stakeholders and Community Outreach Efforts:
City taxpayers and City employees

/2

Director, Real Estate Assets . Aspistant CrfOperating Officer
Cybele Thompson Statey LoMédico
Exhibits:

A. Report to Council No. 16-070-Revised

IBA Report No. 16-34

Administration Regulation 56.00

FY18 Adopted Budget CIP S17009 - 101 Ash Improvements

Comparative Estimated Costing by Scenario, May 2018

CBRE Analysis, dated May 16, 2018

Revised FY19 Proposed Budget CIP S17009 - 101 Ash Improvements, May 2018
101 Ash Street Lease-to-Own with Scenarios 1, 2, 3, and 4, May 2018

IoTMmMoo®




AEXEIBIT-A

May 17, 2018 staff report reg \sh Street Building Lease and Proposed Tenant Improvements

THE CITY OF SAN DIEGO

Report to the City Council

DATE ISSUED October 13, 2016 REPORT NO. 16-070-
' Revised

ATTENTION Honorable Council President and Members of the City Council

SUBJECT Lease of the Property and Improvements located at 101 Ash Street,

San Diego, CA 92101 (the former Sempra Building ~ APNs 533-424-
. 11-00 and 533-424-14-00)

REFERENCE N/A

REQUESTED ACTION

1. Authorize the Mayor or his representative to execute a 20-year lease-to-own
agreement (Lease) between the City of San Diego and 101 Ash, LLC, a California
municipal corporation (101, LLC), or affiliate, for a lease for the real property and
improvements at 101 Ash Street with ownership automatically transferring to the City
of San Diego upon lease expiration.

2. Authorize the Chief Financial Officer to appropriate and expend an amount not to
exceed $4,183,448.50 for the remaining Fiscal Year 2017 for the lease-to-own
agreement between City and 101 Ash, LLC, for the property and improverents located
at 101 Ash Street, San Diego, CA 92101 from the General Fund in order to pay rent
($2,673,633) and operating expenses ($1,509,816) at 101 Ash Street from the date of
lease commencement (estimated to be January 1, 2017) through June 30, 2017.

3. Authorize the Chief Financial Officer to transfer up to $1,921,000 from the Real Estate
Assets Operating Department Budget to Citywide Program Expenditures Department to
provide funding for the property and improvements located at 101 Ash Street.

4. Authorize the Chief Financial Officer to expend an amount not to exceed $201,902,440
for the 20-year lease-to-own agreement between the City and 101 Ash, LLC, for the
properties and improvements located at 101 Ash Street, San Diego, CA 92101, including
rent and operating expenses.

5. Authorize the Chief Financial Officer to deposit 101 Ash Street parking rent revenue into
the General Fund 100000.

6. Establish a restricted CIP fund for capital improvements relating specifically to 101 Ash
Street, San Diego, CA 92101.

STAFF RECOMMENDATION
Approve the requested actions.
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EXECUTIVE SUMMARY OF ITEM BACKGROUND

Background

The City of San Diego currently occupies approximately 797,500 square feet of office space in
five different buildings in the downtown area. Approximately 523,000 square feet is rented
and another 273,000 square feet is owned by the City in the City Administration Building
(CAB) and the City Operations Building (COB).

The five buildings range in age from 43 years to 53 years old and are occupied by an
estimated 2,559 employees (full-time equivalent/FTE).

The following table identifies the size, age and occupancy of the five main buildings.

OWNED LEASED TOTAL
COB CAB CCP* 525B St | Exec Comp
Est. FTEs 355.00 426.00 805.00 514.00 459.00 2,559.00
SF Occupied 143,000 130,000 265,986 116,180 141,889 797,055
Year Built 1970 1965 1973 1969 1963

* Civic Center Plaza (CCP) is considered a leased buildin‘g as ownership will not revert to the City until 2036.

A renewed interest in Downtown office space leasing, combined with a corresponding slow
response in office building construction/availability in San Diego, has created a shrinking
inventory of office space which continues to drive up leasing rates.

David Marino of HughesMarino! wrote in July 2016 “that $5 per foot proposals have been
trading at the Diamond View Tower and nearly every other Class A building has seen double
digit growth”. He continued in his analysis by adding, “Meanwhile, Class B buildings have
slowly been filling, and there are no new buildings under construction. This spells lack of
options and very high rents in the future.”

The City’s occupancy at 525 B Street is an example of these increasing rates. The current
lease for 116,180 square feet of space is $1.70 per square foot (PSF) and will expire in 2020.
The City recently requested the ability to increase the occupancy by an additional 17,619
square feet to accommodate new staff for the Public Works Department. The new rates
quoted by the landlord are proposed to increase approximately 40% from the current rate
and will increase another 20% during the new term of the lease.2 Under the best terms, this
proposal would increase the annual lease payment by $1.2 million by 2021. It is important to
note that there are currently no other space options available to move the entire Public
Works Department out of 525 B Street.

Therefore, controlling future office space occupancy expenses and resolving ever increasing
deferred maintenance has led to the pursuit of long-term solutions for housing City staff. In
2015, the City took the first step in securing long-term control of office space by entering
into a 20-year lease-to-own agreement for Civic Center Plaza (CCP) which provides for a
fixed lease payment for the next 20 years. Staff estimates that the CCP lease-to-own
agreement will save the City in excess of $24 million vs. market rent over the same period.

' HughesMarino is a leading provider of tenant representation throughout California :
2 This new lease agreement is still being negotiated and will require approval by the City Council
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With the continued increase in lease rates, the continuing decline in the condition and
availability of currently occupied buildings and the increase in FTE counts to support the
City’s initiatives, the Real Estate Assets Department (READ) researched the availability of
office space in the Downtown corridor with two goals

1. Identify an expansion and relocation solution for the Development Services
Department (DSD), currently located in the COB3. In FY 2016 DSD issued
approximately 65,000 construction permits which reflects an increase of 25,000
permits since FY 2013. This permit activity represents more than 100,000 plan
reviews and mote than 160,000 customer contacts at existing DSD offices. The
increased workload and the associated increase in employees and customers has
created insufficient capacity at COB. Presently, the downtown DSD operations are
spread across 80 counters located in two buildings over six separate floors.
Customers and employees, many times with large sets of plans, must often shuttle
between multiple floors during the normal course of business.

2. Identify office space to accommodate employees that are currently located in other
City occupied buildings.

LEASE-TO-OWN

During their due diligence, READ identified an option to relocate DSD into a nearby office
building. This solution, however, would have required DSD customers to travel to different
floors throughout the building and would not be conducive to the transformation efforts
underway. Additionally, the proposed lease rates already reflected increased rates and would
not allow the City to control long-term expenses.

While pursuing potential leases, READ staff was made aware of an opportunity to negotiate
for ownership of 101 Ash Street.

101 Ash Street is the former headquarters building for Sempra Energy. The building has been
primarily vacant since july 2015. It contains 21 stories and 315,545 square feet. READ
estimates that it would be able to accommodate approximately 1,100 FTEs. The building is
considered Class A (highest tier) office space due to the excellent condition of the interior
finishes and the upgraded mechanical systems. The lease-to-own includes all office
furnishings and modular office equipment, all of which is in good condition. The building
features eight elevators, two more than buildings of this size normally contain, which can
aid in the movement of customers and staff more efficiently. There are redundant energy
systems and a back-up generator serving the building, preventing any loss of electrical
service during black~outs or brown-outs. The building also contains 235 underground
parking spaces.

While City staff was considering the viability of occupying 101 Ash Street, Cisterra, a local
private developer, was also considering entering into an agreement to purchase 101 Ash
Street from the current owners. The 101 Ash Street owners had approached the City in 2015 to
gauge interest in either buying the building for $100 million or entering into a lease-to-own
agreement with similar terms. Cisterra was estimating a purchase price of $72.5 million.

3 The City Operations Building has a deferred maintenance repair estimate of $94 million to bring up to a service
level of FCI = 20 (Good)
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The City approached Cisterra regarding the potential to enter into a non-binding agreement
with Cisterra to either assign the purchase rights for the estimated purchase price of $72.5
million or sign a lease-to~own agreement with Cisterra. This arrangement was intended to
secure rights to the building without entering into a bidding competition. Based on the
original purchase and sale agreement signed between Cisterra, LLC and the current owners,
it was determined that the feasibility of an assignment for purchase was unavailable. As a
result, the City is now able to lease-to-own the building based upon Cisterra’s purchase
price of $72.5 million dollars and will, once again, be able to control a greater proportion of
office space expenses for the next 20 years and beyond. This action will result in an
estimated 20 year savings of $44 million to the City versus continuing to pay market rental
rates.

The terms of the lease-to-own agreement include a beginning rental rate of approximately
$1.70 PSF/month with no annual increases. The City will be responsible for all operating
expenses (including utility expenses, building management and maintenance and repair),
which are estimated to be $0.80/sf/mo or $9.60 PSF/year. At any time after the 5t year, the
City may opt to transfer the loan for $1 to a City entity and continue making lease payments
to that City entity, rather than to Cisterra. In addition, any time after the 5% year, the City
may prepay the lease-to~own agreement and have the.right and option to purchase the real
property and improvements by paying an amount to Cisterra equal to the net present value
of the remaining payments due under the lease-to-own agreement, using a discount rate
calculated per a formula set forth in the lease-to-own agreement.

The start rate of $1.70 PSF/month does include an estimated $5 million in tenant
improvements, allowing for renovation of all floors at 101 Ash Street. This will maximize space
for the City to accommodate approximately 1,100 employees within the building, per the space
standards identified in the City’s Administrative Regulation 56 — Work Space Requests.

Per Exhibit B, the lease-to-own analysis attached here, this agreement will save the City
more than $44 million over 20 years when compared with continuing to lease EC and
completing a lease at 110 Plaza for DSD (which would relocate them from COB).

CONDITION OF 101 ASH STREET

On March 10, 2016, a Property Condition Report (PCR) for 101 Ash Street was completed by
Advantage Environmental Consultants, LLC, which stated that “The Site was observed to be
in good condition. Evidence of on-going maintenance was observed.” The previous occupant,
Sempra Energy, was meticulous in their maintenance and care of the property over their
several decades of occupancy. In fact, the PCR estimates that “this Site’s estimated
remaining useful life (ERUL) should be at least an additional 40 years barring any natural
disasters.” The PCR summarized that “AEC did not identify any obvious items of deferred
routine maintenance that warrant mention” and their only recommendation for immediate
repair was an amount of $10,000 to clean, caulk and pressure wash the exterior of the
building.
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WHAT HAPPENS TO THE CITY OPERATIONS BUILDING (COB)?
Once the CCP project is completed in approximately FY 2022, the City will determine the best
use of the property, including relocating Fire Station #1 and potentially redeveloping the site.

WHAT HAPPENS IF NO ACTION TAKEN?

The City will continue to be forced to pay market rates for future office rental space. There is
no indication that prices will stabilize or decline in the next 5 to 8 years and could, in fact,
increase by_50% or more. There is estimated savings of $44 million over 20 years by
occupying 101 Ash Street instead of existing or other market spaces.

City department operations will continue to be located throughout various buildings and City
staff will be required to maintain operations in buildings that have documented deficiencies
including plumbing and HVAC issues.

Cisterra’s purchase price of $72.5 million is equivalent to $230 PSF. This is below market
value based on recent comparable sales, however, an MAI appraisal performed by D.F. Davis
Real Estate Inc, dated September 8, 2016, indicated the appraised value of 101 Ash Street to
be $67.1 million. By contrast, a broker opinion of value (“BOV”) prepared by Jones Lang
LaSalle, dated September 12, 2016, indicated a value of $85.7 million.

There are several reasons for the difference in these two valuations:

1.

The MAI appraised value of $67.1 million did not include the existing furniture,
fixtures & equipment which, has a'value to the City in the $2.2 million range because
it reduces the need for the City to purchase furniture for the employees who will
occupy 101 Ash Street. The furniture is excellent in quality and condition.

The appraised value per the MAI is a more conservative manner of valuing real estate
because it considers purchase and lease deals done in the past, vs, looking to the
anticipated future as the broker opinion of value does. As we are all aware, Downtown
office lease rates have climbed steadily over the past three years and this is expected
to continue into the future because of the lack of new supply in the Downtown
market.

101 Ash Street has a greater value to the City than to a third-party purchaser based
upon its location proximate to the rest of the City’s campus Downtown as indicated
on Exhibit A, Site Map, attached here.

BENEFITS OF APPROVING OF THESE REQUESTED ACTIONS

1,

e

Provide an estimated savings in occupancy expenses of over $44 million in a 20-year
period and allow the City to control its expenses at a time of record-breaking rent
increases for the Downtown market.

Allow City operations to be centralized in one building vs. spread out into several
buildings, thus providing for less wasted travel time between buildings for employees
as well as improved service to the public.

Substantially improve working conditions for all affected City employees.

Increase accessibility and ease of flow for the public.
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CITY STRATEGIC PLAN GOAL(S)/OBJECTIVE(S)

Goal #1 Provide high quality public service ,

Objective #1 Promote a customer-focused culture that prizes accessible, consistent, and
predictable delivery of services

Objective #2 Improve external and internal coordination and communication

Objective #3: Ensure equipment and technology are in place so that employees can achieve

high quality public service.

Goal #2 Work in partnership with all of our communities to achieve safe and livable
neighborhoods
Objective #3 . Invest in infrastructure

FISCAL CONSIDERATIONS

The total cost of the 20 year lease-to-own would not exceed $201,902,440. Lease-to-own of
101 Ash Street vs. continuing to lease from the market will result in savings estimated to
exceed $44 million over the next 20 years in occupancy costs.

Fiscal Year 2017 General Fund costs are estimated to be $4,183,448.50 for the lease-to-own
agreement between City and 101 Ash, LLC. This expense includes rent of $2,673,633 and
operating expenses of $1,509,816.

EQUAL OPPORTUNITY CONTRACTING INFORMATION (if applicable)
This agreement is subject to the City’s Equal Opportunity Contracting (San Diego Ordinance
No. 18173, Section 22.2701 through 22.2708).

This agreement is subject to the City’s Non-Discrimination in Contracting Ordinance (San
Diego Municipal Code Sections 22.3501 through 22.3517).

PREVIOUS COUNCIL and/or COMMITTEE ACTIONS
This item is requested to be placed on the agenda for the Smart Growth & Land Use
Committee meeting on September 21, 2016.

COM MUNITY PARTICIPATION AND OUTREACH EFFORTS
AFSCME Local 127, DCAA, Local 145, MEA, POA and Teamsters Local 911 have been notified of
this proposed action.
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KEY STAKEHOLDERS AND PROJECTED IMPACTS

Approving this action will limit the City’s exposure to increasing market leasing rates for
314,545 SF of its leased office space, leading to occupancy cost savings over the next 20 years
of over $44 million and will provide a means for the City to own 101 Ash Street at the end of
the 20~year lease term. This will in turn allow the City to terminate its lease at Executive

Complex.
Va 2 LV

Cybele L. Thompson, RPA, FMA, CCIM, Ronald H. Villa

LEED AP Deputy Chief Operating Officer
Director, Real Estate Assets Department Internal Operations
Attachment(s): Exhibit A — Site Map

Exhibit B ~ Lease~to-own Analysis
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EXHIBIT B

THE CiTy oF Samn DiEco

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Issued: October 12, 2016 IBA Report Number: 16-34

City Council Docket Date: October 17, 2016
Item Number: TBD

Review of 101 Ash Street Lease-to-Own
Proposal

OVERVIEW

On September 21, 2016, the Smart Growth and Land Use Committee heard and recommended
approval of a report from City staff that recommended the City enter into a 20-year lease-to-
own agreement for the former Sempra Building at 101 Ash Street with 101 West Ash, LLC, a
subsidiary of Cisterra Development LLC (Cisterra). That item is now pending Council
consideration on October 17", 2016. This report provides a brief history of the City’s efforts to
acquire the property at 101 Ash Street, an overview of the proposed lease-to-own agreement,
and a discussion of the overall impact to the City associated with entering into this agreement.

Should Council approve this item, Real Estate Assets Department (READ) staff contemplate
relocating Development Services Department (DSD) staff, as well as City staff in other
downtown locations, to 101 Ash Street. Entering into this 20-year lease-to-own agreement will
insulate the City from the risks of rising rental costs for leased office space. It should be noted
that projected savings associated with the agreement — estimated by READ at $44.4 million
over the 20-year term — rely on an estimated market rate for renting similar office space
downtown. Additionally, we note that the lease-to-own agreement will result in less savings
than purchasing the building outright would, though staff indicates that language in Cisterra’s
agreement to purchase the building from its current owner precludes the City from purchasing
the building outright.

FISCAL/POLICY DISCUSSION

History

The former Sempra Building at 101 Ash Street is a 314,545 square foot office building built in
1968. It was occupied by San Diego Gas & Electric from 1968 through 1998, and by Sempra
Energy from 1998 through 2015. After Sempra vacated the building in 2015, the building’s

OFFICE OF THE INDEPENDENT BUDGET ANALYST
202 C STREET MS 3A SAN DIEGO, CA 92101
TEL (619) 236-6555 FAX (619)-236-6556
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owners approached the City offering to sell the building to the City at a price of $100 million.
An appraisal conducted for the building estimates its value at $67.1 million. Given the $100
million sale price offered to the City, the City did not pursue negotiations to purchase the
building directly from its current owner.

Concurrently, Cisterra began negotiations to purchase the building, and eventually entered into
a purchase and sale agreement (PSA) to purchase the building for $72.5 million. During
Cisterra’s negotiations to purchase the building, the City and Cisterra entered into a non-binding
agreement that would allow the City to either:

e Purchase the building outright from its current owner by having Cisterra assign the PSA
in its entirety to the City, allowing the City to issue bonds to finance building acquisition
(with total estimated financing costs of $110.6 million over 20 years); or

e Enter into a lease-to-own agreement with Cisterra that would transfer ownership of the
building to the City after 20 years (with total rental costs of $127.8 million over 20
years).

City staff initially recommended that the City pursue the option to purchase the building
outright through assignment of Cisterra’s PSA. However, upon examining the actual PSA
between Cisterra and the building’s current owner, City staff indicated that certain language
included in the PSA could result in a legal challenge should Cisterra assign the PSA to the City.
City staff therefore now recommend that the City enter into the proposed lease-to-own
agreement.

Office Space Need and Alternatives

READ has worked towards the City’s goals of relocating DSD staff from the City Operations
Building (COB) and expanding floor space for permit activity, and finding office space to
accommodate employees that are current spread out among multiple different downtown office
buildings. COB consists of 143,000 square feet of office space. The City additionally leases
approximately 142,000 square feet of office space at the Executive Complex.

The City’s lease at the Executive Complex currently costs $1.28 per square foot per month, and
expires on June 30, 2019. READ indicates that the market rate of Executive Complex office
space could increase to $2.81 per square foot per month upon expiration of the existing lease in
2019. READ has investigated entering into a lease for 165,000 square feet of office space at
110 Plaza, and estimates that lease costs would total $2.25 per square foot, and increase
annually. READ estimates that total costs to continue renting office space at the Executive
Complexland to lease new office space at 110 Plaza would total $251.5 million over the next
20 years.

! This estimate assumes that the current market rate for office-space rentals is $2.50 per square foot per month.
As a point of comparison, the City’s current lease for office space at 525 B Street is $1.70 per square foot,
though READ notes that this lease is due to expire in 2020, and the rate under a new lease may increase up to
$2.40 per square foot. If the City were able to negotiate rental rates below $2.50 per square foot for space at
Executive Complex and 110 Plaza, total costs here would decrease.
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The proposed lease-to-own agreement for the 101 Ash Street building would provide sufficient
space to replace the space at COB and the space that would potentially be.leased at 110 Plaza.
READ estimates total rent and operating costs under the lease-to-own agreement over its 20-
year term total $207.1 million, as is detailed below.

Proposed Lease-to-Own Agreement

Staff is proposing that the City enter into a 20-year lease-to-own agreement with a subsidiary
of Cisterra, at the conclusion of which ownership of the 101 Ash St building would be
transferred to the City. Under the agreement, the City would pay Cisterra $6.4 million
annually,? and would assume responsibility for all capital improvements, operations, and
building management. Cisterra would also provide $5.0 million to the City to make tenant
improvements to the building. Total rental costs over the 20-year term would be $127.8 million,
which represents the equivalent of paying a 5.5% interest rate.

READ staff indicates that an additional $3.3 million in operating expenses would also be
required each year.? Annual costs to lease, maintain, and occupy the building are expected to
total $9.7 million. Total costs over the 20-year term of the lease are estimated at $207.1 million.

The lease-to-own agreement also includes provisions that allow the City to either (1) purchase
the building outright from Cisterra after 5 years, upon making a payment equal to the net-
present value of remaining payments using a discount rate no higher than 3.15%, or (2) purchase
the building and Cisterra’s associated debt for $1. Unless interest rates on municipal bonds drop
significantly in the next five years, or the City were to exercise one of these options without
issuing debt, it is unlikely that either option would make financial sense for the city.*

Using READ’s estimates of the cost to lease and occupy an equivalent amount of office space
at the Executive Complex and 110 Plaza, this represents $44.4 million in savings.

Cost Difference Between Purchasing Outright and Leasing-to-Own

City staff originally contemplated purchasing the 101 Ash building outright instead of entering
into the lease-to-own agreement with Cisterra. Because the City can generally issue bonds at
lower interest rates than private entities, purchasing the building outright using bond financing
would represent savings over the lease-to-own proposal.

2 This amount is based on rental costs of $1.70 per square foot per month.

¥ Operating expenses are estimated to increase by 2.0% pet year over the 20-year term of the lease.

4 Because the first option requires payment of all remaining rental payments discounted by 3.15% or lower per
year, and those rental payments are the equivalent of a 5.5% interest rate, bond interest rates would likely need to
decrease to 2% or lower for this to option to generate savings. Potential savings in the second option would
depend on the call provisions in Cisterra’s bonds, but staff indicates that those provisions will likely preclude
any opportunities to generate savings by refunding these bonds with the proceeds of newly issued City bonds.
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City staff estimated that the City could purchase the building using 20-year bonds at a 3.25%
interest rate. This would represent a total cost of $110.6 million over 20 years, which is $17.2
million lower than the $127.8 million that will be paid under the lease-to-own agreement. The
lease-to-own agreement effectively increases the City’s financing costs from 3.25% to 5.5%. If
the option to purchase the building outright was available, it would represent approximately
$61.6 million in total savings over leasing space at Executive Complex and 110 Plaza, as
compared to the $44.4 million in savings associated with the lease-to-own agreement.

Staff indicates that the option to purchase the building outright is unavailable due to certain
language in the PSA between Cisterra and the building’s current owner. Given the $17.2 million
difference in costs between purchasing the building outright and entering into the lease-to-own
agreement, Council may wish to ask staff, Cisterra, and/or the building’s current owner if there
are any opportunities to have potentially problematic language in that PSA waived, which
would not need to impact the building’s sale price.

Short-Term Fiscal Impact of Proposed Measure

Entering into the lease-to-own agreement would allow the City to have access to the building
in January, 2017. Rent and operations costs for FY 2017 are expected to total $4.2 million. $2.3
million of this amount is expected to be borne by the City’s General Fund, with the remainder
coming from non-General Fund sources. This amount was not included in the City’s FY 2017
Adopted Budget, and an adjustment to the budget will therefore be necessary.

While READ projects the proposed agreement represents cumulative 20-year savings of $44.4
million over renting other office space, initial annual costs in FYs 2018 through 2020 are higher
than the projected cost to rent alternate office space.®> Total annual costs from FY 2021 on are
projected to be lower under the lease-to-own agreement than continuing to rent alternate space.

CONCLUSION

There are several advantages to owning the buildings and facilities in which City employees
work. When facilities are owned, the City is not subject to market variations in rental rates or
the potential for outside building owners to repurpose their buildings to other uses. Ownership
can also allow more accurate forecasts of long-term costs, revenues, and staff capacity. It is
important that the City carefully consider major real estate purchases and long-term agreements
in order to ensure that the best interests of the City are protected.

Given the condition assessment, appraisal, and downtown office rental market assumptions
made by staff, entering into the proposed lease-to-own with Cisterra does represent long-term
savings, though the agreement will require additional funding in FY 2017 beyond what was
included in the Adopted Budget. While the staff report estimates savings of $44.4 million over
the 20-year life of the agreement, we note that the actual amount of those savings is difficult to

3 Costs in FY 2018 are estimated to be $2.5 million higher than renting alternate space, FY 2019 costs are $2.0
million higher, and FY 2020 costs are $2.1 million higher. Savings in FY 2021 are projected at $505,000, and
grow in each fiscal year thereafter.
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quantify, given that it relies on an assumed $2.50 per square foot per month market rental rate
for alternate office spaces.

Should Council approve the proposed agreement, it should also request staff to identify funding
for the additional $4.2 million in rent and operating expenses required in FY 2017, and to
identify future year rent, operations and maintenance needs, and funding sources. Council
should also request staff to report back after five years in the (unlikely) event that interest rates
decrease such that exercising either option in the lease-to-own agreement to take early
possession of the building could generate savings.

As the lease-to-own agreement results in $17.2 million less in savings than purchasing the
building outright, Council may also wish to request additional clarification as to whether or not
Cisterra and the building’s current owner would be amenable to waiving the language in their
PSA that makes a direct City purchase problematic.

Charles E. Modica, Jr. APPROVED: Andrea Tevlin
Fiscal & Policy Analyst Independent Budget Analyst
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CITY OF SAN DIBEGO
ADMINISTRATIVE REGULATION
SUBJECT Number Issue Page
' 56.00 3 10f6
' | Effective Date
WORXK SPACE REQUESTS Tuly 1, 2012

1. Purpose
1.1 To eséablish a poiicy on the allocation of City work space.
1.2 To establish procedures to reﬁuest work space,
1.3 To establish space standards for City work space.
2, Scope
U This regulation applies to all City departments,

3, City Wotk Space: All City-owned and City-leased space where petsonnel conduct City business,
including but not limited to space in office buil_dings, warghouses, trailers, and operations yards.

(Supersedes Adininistrative Regulation 56.00, Issue 2, effective April 1, 1998)

el

y .nyA ORNEY

* Authorized by:

CITY CLERK HUMWDARESOURCES FINANCIAL
MANAGEMENT

fgwwvw@@
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CITY OF SAN DIEGO
ADMINISTRATIVE REGULATION ,
SUBJECT Number Tssue Page
56.00 3 20f6
o Effective Date
WORK SPACE REQUESTS July 1, 2012

4.  Respongibility
4.1 Onbehalf of the Mayor, the Real Estate Assets Director is responsible for:
a - BEquitable distribution of available workspace among City programs.

b. Approving or denying departments’ requests for work space from the prospective
impact on the City’s workspace portfolio,

. Amending work space standards when required to maximize the effective use of City
workspace.

4,2 Financlal Management
Approve or deny space request based on economic impact,

4,3 Real Estate Assets Department

a Review department requests for the changes to depattment’s work space allocation.

b, Agsist City departments in the leased sf '%ie acquisition process,

¢, Represent City in negotiationg fpr the cgw}%ition of commercial space.

*

d. Prepares lease agreement QOCIYIARS. § S I
A i . ¥ HE _n . NG i A,
T WY ] AN SRR RN
e Prepates and routes Request for Cdungll Action (1472) pertaining to leased space
requests,
“f Assist Departments in relocation planning,
g Liaison with landlord for tenant improvement work, and advise/assist departments

on relocation procedures,
h, Administer leases and monitors lessor compliance with lease agreements,

i, Make determination for the disposition of depattmental assigned space no longer
roquired,
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CITY OF SAN DIEGO

ADMINISTRATIVE REGULATION
| SUBJECT , Number Issue Page
56,00 3 30f6
Effective Date
WORK SPACE REQUESTS July 1, 2012
4.4  City Departments
a Adhere to the pr_ocedm’és and guidelines contained within this regulation,
b. Notify Real Estate Assets Department when allocated work space is no longer

required,
5, Policy

51 City-owned work space is to be used to the greatest extent feasible and the leasing of space s to
be discouraged except when it is in the best interest of the City,

5.2 Approval will be given to only those work space changes which are economical to the City,
promote increased productivity by City employees and improve service to the public, or when
necessary to comply with local, state, or federal law,

5.3 Ininstances where a department(s) has a need to acquire or share space occupied by another
department(s), the terms of the arrangement need to be developed between the affected
departments., The terms should address all the concerns to facilitate the proposed relocation.
Typiecal concerns are: 1) who pays for the relocation-related costs; 2) who pays the rent of the
new space and for how long; and 3) critical dates, including a proposed move schedule, The
basic terms of the arrangement must accompany the initial request for space, READ will
prepare a document for signature for all approved requests.

4
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SUBJECT

WORK SPACE REQUESTS

: CITY OF SAN DIEGO
ADMINISTRATIVE REGULATION
Number Issue Page
56.00 3 4 0f 6
Effoctive Date
July 1, 2012

5.4  Department requests for leased space for the coming fiscal year should be submitted for
apptoval prior to submitting the fiscal year budget so that funding can be proposed and
approved in the department’s budget request,

5.5 To mainiain as much congistency as possible throughout the City and to maximize the use of
floor space, allocation of office space to individuals within departments will be accomplished
according to Attachment 1 in this AR. Nonetheless, in determining work space allocation, the
actual work being done based on the job responsibilities of each position and the space
necessary to accomplish it, will be the primary determinant of space allocation.

5.6 Requests for exception to this regulation, including mid-year work space requests, should be
addressed to the Chief Operating Officer for approval via the Asset Manager, Real Hstate Assets
Department, Corporate Services Division (“CSD”).

6. Procedure by Responsible Department

Initiating Department

Action

Review this administrative regulation to assess space needed.
Complete form at Attachment 3as appropriate,

As space allocation is ctitical to both efficiency and quality of
the work environment, departments will solicit employee input
into this process.

Submit Space Request form signed by Department Director to
Real Estate Assets Department to the attention of the Asset
Manager, CSD, A short memo should accompany the request
and should contain the following minimum information:

a. Buginess case for space tequest.

b, Description of space requirement,

¢ Proposed funding for space.

d. Contact Pergon.
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CITY OR SAN DIBGO
ADMINISTRATIVE REGULATION.
SUBJECT. - Number Issue Page
56.00 3 50f6
_ ' Effective Date
WORK SPACE REQUESTS - Tuly 1, 2012
Financial Management 1. Review request for financial and budget impact.
2. Approve, sigh and teturn to READ with comments,
Real Bstate Assets Department | 1. Contact requesting department to acquire details for

comprehensive analysis.
2. Conduct search for space; develop alternatives,

3. Inform Financial Management (FM) of budget/cost
implications, and other pertinent information,

4. Upon approval of costs by FM meet with Contact Petson
assigned by Initiating Dept. to create budget and timeline.

5. For gpace In existing owned ot leased buildings, READ
provides Contact Person with appropriate bullding/City
approved vendot names and numbers for all aspects of the
move and/or reconfiguration,

6. For acquisition of new space READ may engage a teal
estate broker to negotiate lease or purchase and sale
agreement and previde oversight for any tenant
improvements,

7. READ isresponsible for preparing and routing Request
for Council Action (1472), as required.

7. Office Space Guidelines

7.1 Workplace Standards - Attachment 1 ig taken from a study by Gensler Architects and provides

: squate footage allocations by space type that bring the City’s workspace guidelines in line with
current standards across the public and private sectors. A sample allocation table showing how
the six types of spaces were allocated under the existing City structure is provided to illustrate
the application of the guidelines,

The sample allocation tables will be updated by READ to reflect any reorganization in the
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CITY OF SAN DIEGO

_ ADMINISTRATIVE REGULATION
SUBJECT Number Issue |. Page
56,00 3 60f6
‘ -| Bffectlve Date
WORK. SPACE REQUESTS July 1, 2012

City’s departmental structure over time and will be available upon request,

7.2 Type Office Space
a. Private Offices: A fully enclosed area with floor-to-ceiling walls,

b. Open Office Space: Open office space has no fixed partitions and is easily reconfigured,

Administering Depattment -

Real Estate Assets Department
Adtachments
1 - Workplace Standards

2 - Office Space Requests (Diagtam)
3 « Office Space Questionnaire
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Attachment 1

New Workplace

Standards

{nd Altoeations (for planning purposiy only):

"ihras Private Offlos $1zos

400 USE Privite Qffices for sentor exeeutives and alected offtelals

2 200 USE priveta Offlces for donlor managetnt staff
B 20 USE Private Otfises for skaff raquidisg confidentlality

Thres Open Office Sizes

4. B0 USP Warkstatlons for staff requiring lavde Jayout space

S 64 USE Workstatlons for most techiiel and aclinlh [strative stoff

6 A USE Worketatlons for clevion staff and fleld starf

Space 1is
allocated based
upon- what people
do instead of .
their title.

Distribution of
Space Types

50%
40%
30%
20%
10%

QR rrmronvme RSO g
400 200 120 80 64 48
Workspsce SF

Gansl-er
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Attachment 2

PROCESS FOR OFFICE SPACE REQUESTS

DEPARTMENT Initiates Requast Form based on self
l _ assessment, and provisions of AR 56.00,
MANAGER Revlew for appropriateness.
- | ,
Concur - Requiest Is forwarded, Non-concurrence; Request is

returned to Initiator via channels,

[FINANCIAL & TEGHNICAL SERVICES | . [REAL ESTATE ASSETS |

1. Review for funding avallabllity, V 1. Gonsultation with Financial Mgmt.

and budgetary impact,
2. Comprehensive asséssment of

2. Consultation with Real Estale needs; development of altarnatives.
Assets Dept,

3. Works with Inltiator to determine
3. Unfavorable budget review causes best alternative. V
request to be returned to Manager
via channels. . 4. With FM budget approval, pro-

cead with flnal disposition, and
necessary mangement approvals, or
other actions depending on alterna-
tive selected /resources avallable.
Keeps Initlator Informed.

8. Provides Initiator with assistance,
and advice to accomplish tasks relative
to establishing new offices,
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Attachment 3

WORK SPACE REQUEST

To: Real Bstato Assets Department, Corporate Setvices Division

From: (Dept. Name)

Request: : Check all that apply:
Constructlon:

Additional Space:
Department Move:
Reconfigure; .
Maintenance/Improvements:

Requirements; -

Budgeted Amount for | §
Move/Construction:

Department Contact: Name:

Phone:
Email;
FM Department Name:
Liaison: Phone:
Email:
Authorized Dept, Name:
Signature: Title:
Signature:
Cost Analysis by $
READ: Attach detail and route to FM Dept, Liaison
Authotized FM Name:
Signatures for Approval | Title:
and route to READ Signature:
' Date:

READ Signature for Name, Title:
Approval; Signature:
Date;
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101 Ash Improvements / S17009 Bldg - Operations Facility / Structures

Duration: .
Improvement. Type:

Description: This project provides for the architectural, electrical, plumbing and mechanical Operating Budget impact: None.

tenant improvements to basements and 19 floors of 101 Ash Street for office space for Relationship toc General and Community Plans: This project is consistent with the Centre
muttiple City Departments. City Community Plan and is in conformance with the City’s General Plan. S
Justification: These tenant improvements are needed tc accommodate the office space Schedule: Project is scheduled to be completed by Fiscal Year 2019, with a warranty period<
requirements for Development Services, Transportation & Storm Water, Information in Fiscal Year 2020. :
Technology, ADA Compliance, Commission for Arts and Culture, Office of the City Auditor, ~ Summary of Project Changes: This is a newly published project for Fiscal Year 2018. The g
Performance & Analytics, Public Works, Office of Homeland Security, Planning, total project costs have not yet been determined. @
[V
Communications, and San Diego Fire-Rescue departments. =*
Expenditure by Funding Source §
Fund Name = " .. FundNo. - - ExplEnc . ConAppn - FY 2048 FY2ms FY 2048 FY.2020 FY 2021 FY 2822 - Future FY Unidentified Project
e AT G s : . ; : Anficipated . : : : : ’ - Funding Total
101 Ash Facility Improvements 400866 |$ 199686 5 4800,3337%7 58 - 8§ - 8 B -8 -8 -8 - $ 5,000,008
*Total § 195,666 . $ - 4800333 5. - $ g R R B B - § - $ 5000080
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101 Ash St.reet . ] EST' MATE

Comparative Estimated Costing

Estimated Tenant Improvements and Operating Costs

Scenario 1 - No Tenant improvements, move in as is. No one-stop for DSD, additional space needed for 493 DSD employees
Scenario 2 - Tenant Improvements on 1st floor - for one-stop DSD, additional space needed for 336 employees

Scenario 3 - Tenant improvements on floors 1, 2 and top 3, including one-stop DSD, additional space needed for 202 employees
Scenario 4 - Maximize use of space as proposed in recent bids

£ : sy Scenaod o SeeparfoZ o Sgenarled - - Scenariad
3rd Party Review of De51gn $ 59, 368 $ 59,368 $ 59,368 §$ 59,368

Existing Contracts 250,171 250,171 250,171 250,171
Project-to-Date Cost (5/14/18) 1,010,314 1,010,314 1,010,314 1,010,314
Costs Before Scenario planning 1,319,853 1,319,853 1,319,853 1,319,853
Building Access Control Upgrades 300,000 300,000 300,000 300,000
IT Fiber Optics into 101 275,376 275,376 275,376 275,376
IT Assessment 693,254 733,254 893,254 1,000,000
Additional City Soft Costs 39,600 265,460 645,880 772,800
Painting & Carpet Cleaning (JOC contractor) 132,000 150,000 211,000 -
Additional Gensler Space Planning 45,000 55,000 35,000 -
Redesign Plans and Permitting - ' 50,000 38,000 -
Projected Construction Cost (Interior ADA Incl.) - 2,336,800 8,366,328 18,400,000
Sidewalk ADA Improvements - 250,000 250,000 250,000
Environmental Monitoring Consuitant - 20,665 103,323 247,975
Modular - 1st Floor - 840,449 840,449 840,449
Modular - 2,17, 18,19 - - 769,165 769,165
Modular - Remaining Floors - - - 958,256
|Tota| Before Contingency, Financing and Moving $ 2,805,083 $ 6,596,857 $ 14,047,628 $ 25,133,874 ]
Contingency 10% e S : 280,508 659,686 21,404,763 S0 2;513,387
|Capital Costs $ 3,085,591 $ 7,256,543 $ 15,452,391 $ 27,647,261
Financing Costs

($0, $2 Million, $5 Million, $12 Million)* - 91,667 1,492,767 3,582,641
Move in @ $5 sq. ft. (302,192) 1,510,960 1,510,960 1,510,960 1,510,960
IProject and Moving Costs $ 4,596,551 $ 8,859,170 S 18,456,118 $ 32,740,862 |

Outside Leasing Costs
Outside Lease Costs from displaced Employees

incurred before completion of Scenario 4

(2 months, 7 months, 7 months) 739,500 1,764,000 1,060,500 -
Outside Lease cost over 10 years for displaced '

employees after completion of Scenario 4 (See Lease

Section Below) 50,865,233 34,666,771 20,841,333 -
[Total Cost of ownership over 10 years 56,201,284 45,289,941 40,357,950 32,740,862
* Assumes $2 million scenario Is not converted to long-term debt, all others are converted after 2 years into 15 year bonds and paid for with DSD revenue,

Lease Costs and Assumptions

| Additional Rent for Displaced Employ

Displaced Employees* 493 336 202 -
Average Annual Rent over 20 year period** 5,961,193 4,062,801 2,442,517 -
* Scenario 1 assumes DSD grows from 448 employees to 493, Scenario 4 assumes DSD expands to 516 employees

** Assumes 250 sq. ft per employee at $3 per month with 3% annual increase

1 9,773,051 13,647,170 21,334,618 32,740,862

5 28,892,687 26,677,996 29,168,627 32,740,862
10 56,201,284 45,289,941 40,357,950 32,740,862
15 87,859,432 66,866,285 53,329,443 32,740,862
20 124,559,903 91,879,182 68,366,959 32,740,862

(22,967,811) (19,093,693) (11,406,245)
5 ~ (3,848,176) (6,062,866) (3,572,236)
10 23,460,421 12,549,078 7,617,088
15 55,118,570 34,125,423 20,588,581
20 : 91,819,041 59,138,320 35,626,096 .
Average annual cost over 20 years 6,227,995 4,593,959 3,418,348 1,637,043
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COMMERCIAL REAL ESTATE SERVICES CBRE

gﬁi?ofslﬂzs:gresident 4307 La Jolla Village Drive
Suite 3001

Lic. O
ic. 01459868 San Diego, CA 92122

CBRE, Inc. +1 858 546 2636 Tel
Advisory & Transaction Services matt.carlson@cbre.com
www.cbre.com

May 16,2018

RE: 101 ASH STREET COMPARATIVE COST ANALYSIS

Dear Cybele,

| have reviewed the 101 Ash Comparative Costs analysis that you shared on May 11, 2018. The analysis articulates
four (4) different occupancy options for the building at 101 Ash Street. Based on that review, please see the following
observations for your consideration:

* The City of San Diego, like other large office occupiers, is focused on maximizing the efficiency of spaces in
their real estate portfolio.

e ltis more cost effective for office occupiers to invest their own tenant improvements into a property they own,
rather than a property they are leasing.

o The market leasing assumptions in the analysis for third party leases for any displaced employees are
reasonable given current conditions in the market. These include a start rent of $3.00/sf/month with 3%
annual increases (an assumption of 250 sf. f. of space per employee). This rent assumption is especially
defensible given the fact that it does not include operating expense pass throughs or potential fenant
improvement overages.

Thank you for the opportunity to provide this information to the City of San Diego. Please call me with any further
questions.

Sincerely,

CBRE, Inc.

e
att Carlson

Senior Vice President

+1 858 546 2636

© 2018 CBRE, Inc. The information contained in this document has been obtained from sources believed reliable. While CBRE, inc. does not doubt its accuracy, CBRE, Inc.
has not verified it and makes no guarantee, warranty or representation about it. It is your responsibility to independently confirm its accuracy and completeness. Any
projections, opinions, assumptions or estimates used are for example only and do not represent the current or future performance of the property. The value of this
transaction to you depends on tax and other factors which should be evaluated by your tax, financial and legal advisors. You and your advisors should conduct a careful,
independent investigation of the property to defermine to your satisfaction the suitability of the property for your needs.
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101 Ash Improvements / S17009 Bldg - Operations Facility / Structures

Council District: 3 Priority Score: 80

Community Planning: Centre City Priority Category: Medium

Project Status: Continuing Contact Information: Grani, Jason

Duration: 2017 - 2020 619-533-7525

Improvement Type: Betterment jgrani@sandiego.gov

Description: This project provides for the architectural, electrical, plumbing, asbestos Operating Budget Impact: One-time moving expenses have been included in the Fiscal

mitigation and mechanical tenant improvements to 101 Ash Street for multiple City Year 2019 Operating Budget. =

Departments, including tenants of the City Operations Building and former tenants of 1010 Relationship to General and Community Plans: This project is consistent with the Centie

2nd Ave Building. Improvements will increase building’s occupancy and bring the building City Community Plan and is in conformance with the City’s General Plan. I

into compliance with current Americans With Disabilities Act (ADA) standards. Schedule: Design was completed in Fiscal Year 2018, with construction expected to start@

Justification: These tenant improvements are needed to increase the occupancy of the Fiscal Year 2019 and be complete by Fiscal Year 2020. %

building up to 356 employees. Possible scenarios include a development permit center on Summary of Project Changes: Project total costs have been updated to up to $27.6 milliﬁn

the first floor and up to 18 floors of tenant improvements to accommodate several City based on the completion of design, for the most extensive tenant improvements scenario..‘;s

Departments. These improvements will provide the needed office space employees that were Budget is anticipated to be requested in the latter half of Fiscal Year 2018. %

displaced from the 1010 2nd Ave Building along with Development Services staff from the c§

City Operations Building, which has more than $90 million in deferred maintenance. %-‘-
Expenditure by Funding Source =

Fund No Exp/Enc  Con Appn FY 2019 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023  Future FY Unidentified Project

Anticipated

Funding Total

101 Ash Facility Improvements 400866 | $ 1,025398 $ 3974601 $ - $ -8 -8 - $ - - -8 - § 5065000
Capital Outlay Fund 400002 - - 9,517,649 - - - - - - 9,511,649
CIP Contributions from General Fund 400265 3,596,541 - - - - - - 3,5@541
Energy Conservation Program Fund 200224 - - - - - - . a -
Facilities Financing Fund 200001 71,975 - - - - - - 3,975
Financing 9300 9,461,096 - - - - - - 9.4&096
Local Enforcement Agency Fund 200226 - - - - - - - - - < S -
Total $ 1025398 $ 3974601 § - 2647261 § - s 278 - s - s - s - § 27,64h,261]
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EXHIBITH

EXHIBIT 8

The City of San Diego
20-Year Comparisen of Downtown Lease-tc-Qwn ¥s. Leasing from Third Parties
January 3, 2017 - June 30, 2037

Last Updated:
Asnumpta
Wnrket Kent s358 5565 $3.85 3618 se8 $4.35 5511
$14.06 16.24 =3 s15.52 $36.30 51743 petaH)
Qut Mo, Tax $11.28 $13.47 $11.7¢ s224z 33284 $ $14.27
Hiomhy Market Parking Rate s322 $223 $335 se87
Renit Geowth Rite
Espense Growsh Re
T ? 3 5 B H £l Ed i 8 ) 3
Fiseat Year 2087 2052 s w26 2022 2 08 2028 038 2830 263 2085 2038 2087

20 YEAR LEASE-FO-OWN SCENARIO WITH CISTERRA

107 Az 3 14,545 finciudes 334 ta Fis and lease commanzes an 1/
femy s3%c 36,416,718 SEA1E718 86,416,722 $5,426218 s6.418,718
Operating Txpenses $3.388,547 $8,825,62 3,588,380
wisving £y B B o
TiGverage jzbove $o = 5
Debt Fi so E 5
£ERant trom 1/ /2841 11,882 39 su 5%
/2 s 50 s
3] s $C
B
5% s
& 5
50

Rent for Dusplaced Emplovees
Addmianai barking {235 spacas)

]

0
55,856,550
SEASIDE

@ w

o ¥R
P

@8R

4
v

| Total (icupancy Costs $330,855.765 $6.428,318  $12,385.03% 50,266
108 OUTSICE LEASE SCENARIO
Cutside Leased Space 314,845
@ %6 30 13,520,953 3 ¥ 416,394,778
ry {2 51 56 s¢ b $825,351 §563,225 $se3zze $7e5.483
ting Expenses 56 56 5 2455643 586,385 3
capency Costs $380,342,785 56 s¢ 24 $14.893,558 $15881,75%  $15,224510 516,392,238

2 AVAILABLE SCENARIOS - NOTE THAT % ALLOCAYION TO £ACH DEPARTMENT 1§ ESTIMATED
= =
107 Act [ 314,845
100% Duiside Louse 314,545

hudes 1T {f ung ZUUSHEL, Faciin

pies (e 101 Ash Sareer, Artust ary tased on emoun of sausrt K0tg? Droupivs euch yesn.

sjuswanoidw Jueus | pesodold pue aseaT Buip|ing 1991S ysy L0 Buipsebas podas yels gLoz ‘2L Aen

‘4 INJNHOVLLY




EXHIBITB

The City of 5an Diega
20-Year Comparison of Downtown Lease-10-Own Vs. Leasing from Third Parties
January 1, 2617 - June 30, 2087

Last Updated: 541677038

Sssumptions
Rizries fent
wiarket Expanmes

$u.35

51383
La8¢ 5307
Expense Crowth hate
1 2z 5 5 £ 7 3 E i 12 3 " % i 2
FucalYoar 2087 018 %20 231 2034 2025 w028 2630 Ze82 2035
20 YEAR LEASE-TO-OWN SCENARIC WITS CISTERRA
162 Ach Street 5 314,585 tinclusier $574 1 Ti and fease com
$6416,718 X 2 $6436738 S £ 388 $8A157E

52,080,035 3,204,458 3 2 < 537,201 < $5754,88% 2 $3.882,320 se22221¢ 4
S 4 4 2 g s 5 kel £ 3¢ 5
e $0 s¢ 1) 50 &
$55.000 o sa 50 s¢
se 5 36 s
S8 SG S0 50
s4 s 50
se 52 Ed
Sr4537 3122,359 357,288

s6 5

< sa 5% &

Rere for Giipletes Employaes $2,810415 X 3 $5,183,%23 33 4,552,632

Agdnionat Parking $FIS72T

Toes Desunancy Costs $8425515 512395633 S

206% QUYSIOE LERSE STERARID

Gutaide weases Spece TI8585
Rent 50 ) & 35,767,488
Sarking pacnst 238 B so 55 3408446 sa38,381 5560351
Gparsting Enpenses £ 56 58 $455.244 saisser

Total Oseuzaney Costs $250,397,765 E 5o £ $12,727.318 §18262886  $30,3e1588 SIETELAUE  $17.354.988 £421,78¢ € $16,884.340

COMPARISDN OF 2

SF TOTALOCC. | O COST YT
GENE

FUND 188551
32,118,

FUNDS " (53

101 235 Street Lease-10-Own 534
1005, Outside Loy 234,545

axr et 200276} wich would reintete

e 1T {Fund 567

i Sremes,

i o ations
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EXHIBIT B

The City of San Disgo
20-Year Comparison of Downtown Lease-to-Own Vs, Leasing from Third Parties
January 1, 2017 - June 30, 2037

Last Updated: 573602008

Assumphions,

Marker Rent $3.50 s3.09
ket Eypences $12.28 s1273 $1251
Expenses without Prop. Tax 38.9% 820 2381
Montbly 5188 L1591 sz08
Rent Srowdh Rate
Expens: Srowth Rute
H z i 5 7 ] e EH 3z & k24 13 B3]
fissl Yaar 017 018 620 2022 w0 &2 2038 2050 o= 2035 2057
20 YEAR LEASE-TO-DWN SCEMASKD WITH CISTERRA
¥ is and feas
$6415718 SE416TIS  SsMaEFE $5416718  SLI6A.I5%

208078

$4385,208  $AIW/Is4 56395038 52243307
s "
I Ouerage Lobove S5}

Debt Bin. Exp.

EEBERE

]

COR Rent fom OS2 - 3/1,
LOB Ex;
208 Expenses f:

g
§98.951

By
&y

5704231

4508 StRent sg $2
st : : § P
ent Jos Dis: $2.596 2 f2370,757 2 52301868 & $2,852,083 SLPASEES 56
tarking 1190 spacnc) 36 sa50758 $3858,272 S786022 274 SaEn27 20¢ 2 o $513.58 5535983
Totel Ogcupeney Caste $274,165,308 $I234TS6E  SLILTIIE  S1R511,186 SI3ABEE3 | §13501,672  $33804.008  S15.870308
2607 OUTSICE LEASE SCERARSO
B .
6 53 50 SE.757 496 sisazvaTe SIE3EATIE  SIGSINIIE  SIa208m SATBOL3E 318.47LOBE
225 sa 5 8 $403,645 5505363 $75,458 3 3815485 845,251
£ ] su 5o S408.778 Seg5, 528 so 5334803 $420,847 $518,567
ecupancy Caste $280,303,202 S E) £ seas1842 $18,342350  $14.841,583 S15EEITIE 338224030 331,298 $30095,546 510843330

LOMPARISON OF 2 AVAILABLE SCENARIOS - NOTE THAT % ALLOCATION TO SACH DEPARTMENT 15 ESTRAATED
57 =

TOTAL 6CC
(ST oVER
YEARS
BIE8E5 ] SUUL,6EI08
314,245 $124,734.880

wides 1T 1Fund 2003083, Facilities Finante (Fund Z600911, and LEA [Furd 200
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ERHIBITB

S 3l e’ 1

et irtah b eyt Toaseita
The City of San Diego st
20-Year & i of D
January 1, 2017 - lune 30, 2037

tast Updated:

Expanisas withow Prog. Tax Se7¢
onthly Markat Larking Rty 5150 prd pxor
hent Geowth Rate
2 o Growth Kate
1 2 4 7 8 g 2 i3 p
Feacwi Yaar 2057 2628 we 023 o 2008 w27 P frisxs-3 A2

20 YEAR LEASE-TO-DWIY SCENARIO WITH CISTERRA

S
$8415738  $5.318734 $E436.7 SHAIETIE 36218518 $6.41E728  $8A67IE
$3001458 4 $3,880,5° S3E0E21E  SIOBLIMD 34084427 36218218
FRoving Expenses 58 39 5 5 5%
Tl Sveruge fobove $5M so s 322,847,261 ) 3T 5 -1
Debt fin. Exp. su 55 $330,000 56 $320,000 sresTE 5232,508 $159588
. 141,858 E £ 8¢ sz 53 £
5% se A s
s¢ 5e Ed ES
& B s¢ £
a0 322 o8 $394,2 5153, 5
s i 35 ©
$158,260 B3 £ 5@ o
% © B o 58
50 ¢ 0 4 s
s35,721 £16,270,508 S13.423.321

3007 DUTSIDE LEASE SCERARIO

Outsice Leased b
Ramm 50 S0 30 58747298 2 $13308 $12,247,891
Fing (228 spacest 238 6 5¢ El 3406,648 555,438 SexE38 $703.618 s701,808
Cperating Expenses se 58 56 5 5156652 savsaas 533,283 525,908 5 535,505 803 208

Tezat Dcsupamey Comy $280.342,765 5¢ 55 s¢ feasigar  sprvmis SI63E15u  $15,156,378  SI5801.758 781605 257,543 0,083,940

COMPARISON OF 2 AVARARLE SCENARIDS - NOTE THAT % ALLOCATION TG EACH DEFARTMENT {S ESTIMATED
3 TOTAL GCL. = DEC. COBY 7O INTERIAL
cost aver SERVICE A0 SPEC
20yEaES REVENUEFUNDS Yo el PATKING
3 Ash Street Leass-10-Owt: $88.383,324 23
160% Dutode Lease $36,242,258 S5 23

wohd rincaty
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